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competition within the area, and free entry into any industry in any
‘member country, would materially assist in the economic development of
- Latin America. There are many industric¢ . where the size of the market
is dmportant, although this argument has been overemphasized in the
‘ECLA literature. Freedom of competition and free entry would serve
‘to stimulate productivity increases in existing industries. And
assuming no increase in tariffs against third areas (perhaps an
unrealistic assumption), a reasonable degree of competition from
that source seems to be assured.

But this emphasis on competition, at least within the area,
- is all-important. For this reason the provision of the Montevideo
draft vwhich apparently permits the continuation of vresent tariffs
on products which are produced in one or more of the member countries -
but in which no trade among the members has yet occurred is pernicious
and should be eliminated. For it is Precisely among such products
that the greatest opportunity for increasing the degree of specializa-
tion exists. As long as the countries are not compelled by the agree-
ment to include such products in the preference lists, there will be
substantial pressures from the producers not to include them; it will
always be uncertain vhether or not they will be included, and producers
will not be able to malke plans intelligently. Vhereas if it were known
: for certain that at the end of 12 years any product (or at least any
. product not on a list of specific exceptions) prnduced within the area
could move freely within the area, this would be a tremendous stimulus
to rational investment.

A free trade area organized along these "compiete" lines
vwould also tend to attract more foreign investment than the more
limited system envisaged in the Montevideo draft. The adoption of
the Ottawa system of tariff preferences within the British Common-—
wealth served to attract significant amounts of U.S. capital to the
U.K. and Canada, even at the bottom of the depression. In order to
provide the widest possible scope for manufacturers of any product
to set up factories within the area, free access to the markets of
the whole area should be granted. To exclude certain products from
the system would be tantamount to saying to the foreign manufacturers
of those products, "We really do not want you to set up a factory in
our territory; we are afraid of the competition you will offer to our
domestic producers vho are already established."

Any form of economic integration can be fully successful
only if each of the partners maintains a unitary rate of exchange for
its currency at a realistic level. Only with a unitary system can
proper cost comparisons be made, and only if exchange rates are
realistic can balance of payments disequilibria be avoided. If one
country, for instance, tries to maintain an exchange rate that seriously
overvalues its currency, it is certain to develop a balance of payments
deficit, and thus become a burden on its partners (or, if no credit is
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fg%aﬁéiiabie thfinance the deficit, to renege on its agreement to

~ libe ilize trade). If there is some doubt about the ability of any
- member to control its internal financial affairs so as to maintain

the value of its currency, the members will be wise to continue more

= or%legsﬂiﬂdefinitely the flexible exchange rate systems that have
',vbgenfadopted by several of them, notably by Argentina and Peru.

’ - Mith unitary and realistic exchange rates, the principal
reason for exchange controls and quantitative import restrictions wil
have disappeared, and complete convertibility can be achieved and

maintained. There will be no need for a payments union, since one
foreign currency will be just as useful as any other. This is not to

deny the prospective benefits of a credit system to enable countries
to tide over seasonal or other short-run balance of payments diffi-

culties. Actually the resources of the International Monetary Fund   v'

(and, where these exist, a country's owm reserves) are available for

this purpese, as well as other sources of credit-—including'private7'f;,
sources. If the free trade area wishes to have its own credit pool,
there could be no objections But to be fully effective, such credit =

should not be available on an automatic basis--for reasons indicated
above (pp. 20-21)=-but should be extended only on condition thatrstepﬁ’

have been taken which would eliminate the deficit that provoked the
need for the credit in the first placeq22/

But the common market must not be regarded as the sole, or ,f '
even a major, solution to the problem of economic development in Latin

America. For to do so would be to say that all that is needed is the
availability of a large market and economic advancement is secured.

If this were so, India would have long since been developed. A large

(protected) market may be of help, but it is not a sufficient, nor
even a necessary, condition for economic development. 4nd it would

be unfortunate if an exaggerated belief in the efficacy of the commonf'

market to promote economic development should divert resources of
energy and intelligence that should be devoted to the solution of
more relevant problems.

22/ The author does not accept the view so frequently found in the

ECTA literature that surplus countries are as much—-or even more-—-
responsible for balance of payments disequilibria as—-or than--the

deficit countries. The only possible exception would be a case when,:

the surplus country had undergone a serious deflation. Certainly
failure to inflate as rapidly as one's trading partners should be
considered a virtue, not a sin.
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